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On Nov. 29, the Brazilian government signed an accord to restructure about US$52 billion in
principal and interest owed to foreign commercial creditors, marking an end to nearly three years
of tedious negotiations. The accord will only take effect, however, once Brazil signs a new "standby
agreement" with the International Monetary Fund (IMF), which sent a technical commission to the
country in mid-November to investigate the government's planned fiscal and monetary policies
for 1994. The IMF agreement is in turn contingent upon effective steps to cut the fiscal deficit and
lower inflation, foreshadowing painful austerity measures in the coming months. In September,
1992, Brazil had reached an agreement in principle with its foreign creditors to partially reduce
the country's commercial debt and restructure repayment schedules. Brazil owes about US$35
billion in interest and US$17 billion in principal to some 800 foreign banks and private lenders.
Since last year, however, the government and the negotiating committee appointed to represent
foreign creditors have haggled over the terms of debt reduction and rescheduling. Under the
final agreement signed in Toronto by Finance Minister Fernando Cardoso and Willian Rhodes,
vice chairman of Citibank who headed the negotiating committee about 65% of the debt will be
converted into "par bonds," and the remaining 35% into "discount bonds." The par bonds are worth
the full face value of the loans which they cover. But they allow the government to defer payment
on that part of the debt for 30 years, with a fixed annual interest of 4% to 5% during the first six
years, and 6% in the remaining 24 years. In contrast, the discount bonds automatically reduce the
amount owed by 35%, since those notes are only equal to 65% of the value of the original debt.
Discount bonds, however, earn a variable interest rate, equivalent to at least 13/16 of 1% above
Libor (London inter-bank lending rate). Brazil whose US$122 billion total foreign debt is the largest
of any developing country has now become the last major Latin American debtor nation to work
out a repayment deal under the so-called "Brady Plan," named after its author Nicholas Brady, US
treasury secretary during the administration of president George Bush. Under terms of the Brady
Plan, Brazil is now committed to purchase US Treasury Bonds to back up the par bonds, which will
make the loans safer for creditors and allow them to be sold like other kinds of bonds. "Today is
not only an important day for Brazil, but also a milestone in the history of the international debt
crisis, which most countries of Latin America and their creditors grappled with throughout the
1980's," said William Rhodes after signing the accord. Still, Brazil must yet sign a standby agreement
with the IMF before the debt accord takes effect, since the IMF will provide the loans necessary
to buy up the US Treasury Bonds. The negotiating committee for commercial creditors has set
April 15, 1994 as the deadline for an IMF accord. "[The commercial accord] is good news, since it
helps to stabilize Brazil's relations with creditors," said Geoffry Denis, head of emerging market
equity research at Bear, Stearns & Company. "But you still have to be able to finance the newly
rescheduled debt." Brazil has been negotiating a new accord with the IMF since late last year. In
January 1992, then-president Fernando Collor de Mello had signed a standby agreement with the
Fund for US$2.1 billion, but the IMF suspended that accord just six months later after Brazil failed
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to meet agreed on terms, such as a promise to reduce inflation to 2% per month. From Nov. 16-23,
a technical delegation from the IMF visited Brazil to evaluate the government's planned fiscal and
monetary policies for 1994. Although the Fund's specific conditions are not yet publicly known, IMF
negotiators will clearly demand a sharp cut in the government's budget deficit and strict monetary
policies to lower inflation, which is now running at above 35% per month. So far, however, President
Itamar Franco who was sworn in last December after Collor de Mello resigned has been unable
to significantly lower the fiscal deficit, which was estimated at US$18 billion, or 4% of the GDP, at
the beginning of 1993. The Franco government did propose a major tax reform including a series of
constitutional amendments that would give the executive branch sweeping powers to crack down
on tax evasion but the bill remains stalled in the legislature (see Chronicle 11/18/93). As a result,
inflation has edged upward each month since the beginning of 1993, given that the budget deficit
is considered the central factor fueling inflation. In fact, on Nov. 29, the Getulio Vargas Foundation
a prestigious economic research institute which closely tracks consumer price increases reported
monthly inflation for November at 36.15%, up from 35.04% in October. According to the Foundation,
accumulated inflation for the first 11 months of 1993 is 1,828%, compared to 919% in the same
time period in 1992. Given the legislature's failure to make substantial progress in debate over the
proposed tax reforms, the government is now seeking emergency measures to be included in the
1994 budget request, which will be submitted to the National Congress in early December. The
latest proposals announced by Finance Minister Cardoso on Nov. 26 amount to a shock program
to immediately eliminate the entire budget deficit, enabling the government to slash inflation to
between 8% and 10% per month by the end of next year. The measures which Cardoso says will
provide an emergency "bridge" until the legislature approves the original package of permanent
tax reforms proposed last year call for a US$22.5 billion cut in government spending in 1994. The
budget reductions would include a 35% reduction in investments by the federal government, as well
as steep cuts in allocations for state and municipal governments. The government would also scale
back the public sector workforce, and would overhaul public administration, completely eliminating
some ministries and institutions. Finally, Cardoso proposes an across-the-board increase of 5%
on all federal taxes, as well as most local taxes. And, to offset the social impact of the measures,
the government proposes to channel 15% of all federal and state income into a special, two-year
"emergency fund" to finance social programs, especially for the poorest sectors. Despite Cardoso's
hope of demonstrating immediate, concrete progress to the IMF, however, the executive will fight
an uphill battle to win legislative approval for the new proposals. On the one hand, some of the
measures will require constitutional amendments, which may stall legislative action indefinitely
as with the previous tax reform proposals. On the other hand, many legislators are leery of the
measures' social costs, and state and municipal governments will bitterly protest efforts by the
federal government to reduce their budget allocations. Many representatives from the Chamber of
Deputies and the Senate have already announced their opposition. "There will be a huge reaction
against the government's proposals," said Jonas Pinheiro, leader of the Brazilian Labor Party
(Partido Trabalhista Brasileiro, PTB) in the Chamber of Deputies. "Such unpopular measures will
simply not be approved." (Sources: Associated Press, 11/29/93; Agence France-Presse, 11/16-19/93,
11/24/93, 11/26/93, 11/27/93, 11/29/93, 11/30/93; Notimex, 11/26/93, 11/29/93, 11/30/93; New York
Times, 10/23/93, 11/30/93)
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